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Regional 
Offices 


Newfoundland 


| Parsons Building 
| 90 O'Leary Avenue 
| P.O. Box 8950 


ST. JOHN'S, Newfoundland 


| A1B 3R9 
| Tel: (709) 772-4053 


Prince Edward Island 


| Confederation Court Mall 


Suite 400 

134 Kent Street 

PO. Box 1115 
CHARLOTTETOWN 
Prince Edward Island 


| C1A7M8 
Tel: (902) 566-7400 


Nova Scotia 


1496 Lower Water Street 


/ PO. Box 940, Station M 


HALIFAX, Nova Scotia 
B3J 2V9 
Tel: (902) 426-2018 


New Brunswick 


770 Main Street 
PO. Box 1210 
MONCTON 

New Brunswick 
E1C 8P9 

Tel: (506) 857-6400 


PU 3023 


Quebec 


Tour de la Bourse 
PO. Box 247 

800, place Victoria 
Suite 3800 
MONTREAL, Quebec 
H4Z 1E8 

Tel: (514) 283-8185 


Ontario 


Dominion Public Building 
4th Floor 

1 Front Street West 
TORONTO, Ontario 

M5J 1A4 

Tel: (416) 973-5000 


Manitoba 


330 Portage Avenue 
Room 608 

P.O. Box 981 
WINNIPEG, Manitoba 
R3C 2V2 

Tel: (204) 983-4090 


Saskatchewan 


105 - 21st Street East 
6th Floor 


SASKATOON, Saskatchewan 


S7K 0B3 
Tel: (306) 975-4400 


Alberta 


Cornerpoint Building 

Suite 505 

10179 - 105th Street 

EDMONTON, Alberta 
T5753 

Tel: (403) 420-2944 


British Columbia 


Scotia Tower 

9th Floor, Suite 900 
PO. Box 11610 

650 West Georgia St. 


VANCOUVER, British Columbia 


V6B 5H8 
Tel: (604) 666-0434 


Yukon 


108 Lambert Street 
Suite 301 
WHITEHORSE, Yukon 
VIAIZ2 

Tel: (403) 668-4655 


Northwest Territories 


Precambrian Building 
PO. Box 6100 
YELLOWKNIFE 
Northwest Territories 
X1A 1C0 

Tel: (403) 920-8568 


For additional copies of this 
profile contact: 


Business Centre 

Communications Branch 

Industry, Science and 
Technology Canada 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


Tel: (613) 995-5771 


Nee aeUmCw 1 oR Cy = 


TOYS AND GAMES 


FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, in a Summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial develooment 
and serve as a basis for discussion 
of industrial trends, prospects and 
Strategic directions. 


Minister 


ivi 


Canada 


1. Structure and Performance 


Structure 

The toys and games industry comprises producers of three broad product 
groups. The first covers a wide range of board, skill/action and video games, 
puzzles and play toys (73 percent of 1986 industry shipments). The second 
consists of dolls, dolls' clothing and stuffed toys (21 percent). The third 
includes children's vehicles such as bicycles (wheels under 35,5 cm in 
diameter), tricycles, sleighs, toboggans, scooters and plastic ride-on vehicles 
(six percent). Bicycles over 35,5 cm are included in the sporting goods sector, 
addressed in a separate Industry Profile. 

In 1986, there were an estimated 98 establishments employing 
3925 workers with shipments of approximately $350 million. Imports in 1986 
were $372 million, 56 percent of the domestic market. The main source of 
imports are the United States at $105 million, followed by Hong Kong at 
$73 million, the Republic of Korea, $42 million, and Taiwan, $32 million. 

Exports of $56 million represented 16 percent of shipments. The major 
export market Is the United States at $48 million, mainly board games, 
followed by the United Kingdom (U.K.) at $3.3 million and the Federal Republic 
of Germany (F.R.G.), $1.3 million. The industry is concentrated in Toronto 
(51 percent) and in Montréal (30 percent), both of which offer access to large 
consumer markets and labour pools, as well as to input materials and sub- 
contracting facilities such as plastic moulding, packaging and sewing. 

The industry is dominated by a few large operations which produce a 
wide range of product lines and account for the largest proportion of output. 
In 1986, 21 of the 98 companies produced 88 percent of industry shipments. 
Most of the remaining operations are small, privately owned, family-operated 
companies. In 1986, 68 percent of all companies employed less than 
20 people, but together they accounted for only seven percent of total 
employment and industry shipments. Most of the smaller, Canadian-owned 
firms specialize in one or two product lines. 

Foreign ownership (primarily American) and dominance by larger 
operations have both increased since 1973, so that by 1986 foreign-controlled 
companies represented 40 percent of establishments and 68 percent of 
industry shipments. However, in 1987 two large foreign-owned companies, 
Coleco and Tonka, ceased manufacturing in Canada. This shift in production 
will likely result in a decrease in domestic shipments and employment in 1988. 

The majority of toy and game companies are domestically oriented, and 
even the larger Canadian firms manufacture under licence products whose 
export rights tend to be controlled by the large U.S. multinational enterprises 
(MNEs). Canadian operations also are often used to satisfy short-term U.S. 
and offshore MNE capacity constraints. 
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Performance 

The demand for toys and games is dependent 
on a number of complex demographic, social and 
economic factors. In particular, the level of real 
personal disposable income is a major determinant 
of consumer expenditures on toys and games. As 
well, the number of children under the age of 15 Is 
increasing, due to the baby boomers who are having 
children later in life. 

Demand is also highly seasonal with over two- 
thirds of the sales occurring during the last three 
months of the year. Sales are heavily influenced by 
changes in personal disposable income, the level of 
consumer confidence and fads (Trivial Pursuit, 
Cabbage Patch and Wrinkles). 

During the 1973-1986 period, industry shipments 
grew at areal average annual rate of less than two 
percent. During this period the industry became 
more capital intensive as the more labour-intensive 
activities were, and continue to be, shifted to lower- 
cost, offshore producers. Consequently, employment 
declined by more than one percent annually, from 
about 4400 to 3925 persons over this period. 

The number of establishments has increased 
erratically, from 63 in 1973 to 98 in 1986. These new 
establishments are primarily small operations, with 
up to four employees, set up to take advantage of 
new consumer demands, such as the renewed 
interest in the board-game market created by Trivial 
Pursuit and Balderdash. 
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During the 1973-1984 period exports grew at 
a very slow rate. However, during the 1984-1986 
period exports increased significantly, due to the 
success of Trivial Pursuit. 

Over the past ten years, the United States has 
been the major market for Canadian manufactured or 
assembled toys and games, accounting for 86 percent 
($48 million) of exports in 1986. In the years prior to 
1980, exports to the United States were mainly 
products for which demand was not sufficient to be 
economically produced by the U.S. parent firms. 
Such products include splasher pools, plastic 
injection-moulded parts and board-game parts. 

In contrast to exports, imported products are 
taking an increasing proportion of the apparent 
Canadian market for toys and games (41 percent in 
1973 to almost 56 percent in 1986). The major 
imported products are toys and parts ($167 million), 
stuffed toys ($50 million), dolls and doll parts 
($40 million) and games and entertainment 
equipment ($31 million). 

Prior to 1981 the United States was the major 
supplier to the Canadian market. However, in the 
past three years, low-wage countries (such as Hong 
Kong, Taiwan and South Korea) have significantly 
increased their share of the apparent Canadian 
market. The structural shift of labour-intensive 
activities to low-cost, offshore producers is reflected 
in the increasing importance of imports from Asian 
countries. In 1986, 60 percent of Canadian imports 
were from Asian countries, largely made up of 
finished items including dolls, stuffed animals and 
die-cast metal toys. These imports have displaced 
Canadian manufacturing. On the other hand, imports 
from the United States were mainly parts which 
required further manufacturing in Canada. 

The financial situation within this industry is 
difficult to assess, since specific profit information 
cannot be separated at this level. 


2. Strengths and Weaknesses 


Structural Factors 

The world toys and games industry is dominated 
by a few large, mainly U.S., multinational enterprises 
(MNEs) who are responsible for developing new toys 
and making production and promotional/marketing 
decisions on a global basis. The industry is 
characterized by increasing rationalization and 
concentration of manufacturing activity designed to 
enhance MNE market shares and global distribution 
systems. This has resulted in the North American 
industry being placed under severe import pressures 
as the manufacture of the more labour-intensive 
products Is moved offshore to Asian countries, where 
labour rates are significantly lower, and the North 
American industry becomes more and more oriented 
toward assembly, packaging and distribution. 
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The Canadian industry is, to a large extent, a 
branch-plant sector, established to serve the relatively 
small domestic market behind high-tariff walls. The 
industry benefits neither from large economies of 
scale, from production cost advantages, nor from any 
other inherent attributes. As a result, the Canadian 
industry suffers major disadvantages, not only in the 
global context, but also in the North American context. 
The impact of the differences in raw material costs, 
transportation and economies of scale between 
Canadian producers and their foreign competitors are 
significant when determining "make or buy" decisions. 

Material costs tend to be lower in the United 
States than in Canada, due mainly to volume 
discounts. Many of the components and parts are 
U.S.-sourced via intra-corporate transfers, and are 
subject to tariffs and exchange-rate differentials. In 
addition, there are several anomalies in the tariffs on 
imported toy parts, where the finished products have 
a lower duty rate than the parts for these same 
complete toys. Shorter production runs and more 
frequent changeovers all contribute to higher costs 
of manufacturing. There is no significant difference 
between labour rates in Canada and the United 
States for toy and game production workers. 
Transportation costs, on the other hand, may 
encourage production in Canada of larger, bulky toys 
such as plastic ride-on vehicles and large stuffed toys 
to serve the domestic market. 

Promotion, in the form of sophisticated, costly 
advertising campaigns (Saturday morning T.V., films) 
and licensing is a critical element in creating demand 
for and in selling toys. The U.S. industry is a world 
leader in the development of toys and games and is 
considered to be the most sophisticated country in 
introducing marketing, advertising and promotional 
efforts to support sales. 

In the global and North American context, U.S. 
companies tend to license the manufacturing of large 
toys for the domestic market to Canadian operations, 
to offset short-term U.S. and offshore MNE capacity 
constraints or to give Canadian operations North 
American mandates for more mature and/or lower- 
demand products. 

Canadian subsidiaries of large U.S. MNEs benefit 
from enhanced technology transfer, management 
skills, marketing skills, advertising, promotional and 
financial resources. In addition, to encourage 
manufacturing in Canada, subsidiary companies can 
take advantage of a special remission order which 
allows the temporary entry of dies, moulds and 
patterns. Such items may be entered temporarily 
with duty levied on 1/60 of the appraised value for 
each month, or portion thereof, that it remains in 
Canada. This arrangement eliminates the costly 
duplication of dies and moulds for short production 
runs. On the other hand, the foreign ownership has 
placed some constraints on independent marketing, 
exporting and indigenous R&D. Product mandates, 
on the other hand, tend to be limited to the more 
mature products. 


Trade-related Factors 
The tariffs imposed on toy and game products by 
Canada and our major trading partners are as follows: 


1988 MOST FAVOURED NATION TARIFFS 


Canada U.S. E.C. Japan Australia 
% % % % % 
Finished 
products 3.9-17.6 5-12 610.5 3.8-4.6 10-25 
Parts 0-25 0-10 558 0-46 10-25 


Canadian tariffs tend to be higher than those of 
the United States, the European Community (E.C.) 
and Japan, but lower than those of Australia. It is 
estimated that at least 63 percent of imports enter 
Canada under General Preferential Tariff (GPT) rates 
from developing countries, which range between 
O and 11.5 percent. The United States and the 
E.C. have duty-free, preferential tariff rates for 
developing countries. 

Under the Canada-U.S. Free Trade Agreement 
(FTA) tariffs are to be eliminated bilaterally over 
ten years. The Rules of Origin will be particularly 
important for those companies that currently 
assemble imported parts and export some of the 
finished products to the United States. Duty 
drawbacks on parts imported from third countries 
for products exported to the United States will be 
eliminated after five years. The FTA also provides 
that efforts be made to harmonize technical standards. 


Technological Factors 

With the dominance of foreign ownership, the 
level of indigenous research and development and 
product promotion within the industry is low in 
comparison with the industries in the United States, 
western Europe and Hong Kong. As a result, very 
few products are originally developed within the 
Canadian industry or are first introduced into the 
Canadian market. The Canadian industry (both 
foreign and domestic controlled) to a great extent 
depends upon outside sources, notably the United 
States, for purchased or licensed technology, new 
product ideas, inventions and fads. In addition, this 
sector has not kept pace with its U.S. counterpart in 
modernizing manufacturing facilities. Capital 
expenditures, in comparison to sales levels, have 
been lower in Canada than in the United States. 


Other Factors 

The major regulations affecting the Canadian 
toys and games industry are the Packaging and 
Labelling Act, as \t applies to bilingual packaging, and 
the Hazardous Products Act, which ensures toys are 
safe for children's use. In addition, Quebec introduced 
a law in April, 1980 banning TV advertising aimed 
directly at children under 13 years of age. 
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There are no non-tariff barriers affecting Canada's 
trade in toys and games. Canada, as with most 
countries, has regulations pertaining to toy safety 
which are developed with the help of the industry. 
The Canadian Toy Manufacturers Association has 
been active in developing common standards with 
counterpart bodies in other countries. 

Another factor which plays a role in the 
acceptance of toys is the annual toy-buyers’ guide 
which is produced by the Canadian Toy Testing 
Council. The council, a non-profit, quasi-government 
organization, produces a guide for consumers based 
on toy safety, design, durability and, most 
importantly, "play" value. 


3. Evolving Environment 


Recent trends in this sector indicate that toys 
are emerging as an important child development 
tool. Faced with less time to spend with their 
preschoolers but more money to spend on them, 
working parents are demanding toys that, in their 
absence, develop, educate and teach, rather than 
merely entertain. Some of the smaller Canadian 
manufacturers have successfully developed new and 
educational games and it is anticipated that this trend 
will continue to offer a stable, growing market over 
the next few years. 

The restructuring of the North American industry 
with mergers, acquisitions and divestitures by MNEs 
to expand global distribution will produce a more 
concentrated industry, composed of larger and 
stronger companies which can better exploit 
economies of scale. However, It is expected that 
domestic production will not keep pace with demand 
as the shift to low-wage, offshore facilities will 
continue to displace domestic production in favour of 
the warehousing of U.S.- and Asian-produced goods. 

With respect to the implementation of the FTA, 
as tariffs are eliminated over a 10-year period, the 
industry will face increased direct competition from 
U.S. products. Given their size, the importance of 
massive, sophisticated promotion campaigns 
undertaken by the larger U.S. companies and the 
important role licensing plays in the industry, the U.S. 
manufacturers will continue to dominate the world 
industry. The Rules of Origin will have a negative 
effect on companies that presently assemble 
imported parts and export finished products to the 
United States, since these assembled products will 
not likely qualify for preferential treatment. This will 
accelerate the trend to locate production destined for 
the U.S. market either in the United States or offshore. 
While some small manufacturing will remain in 
Canada, the majority of Canadian manufacturers will 
likely shift their activities more in the direction of 
manufacturing to warehousing and distribution of 
imported products. 


Shipments Employment 
($m) (persons) 
350 4 250 
300 S50 
250 3250 
20 ———— te -——OSTEHD 
1982 1983 1984 1985 1986 

Shipments 

Employment =———_—— — 


Total Shipments and Employment 


4. Competitiveness 
Assessment 


The Canadian industry is not considered to be 
internationally competitive, and will continue to be 
at a competitive disadvantage for the foreseeable 
future. The Canadian toys and games industry Is, 
to a large extent, a branch-plant sector serving the 
domestic market, and is dominated by a few large, 
foreign MNEs which, in effect, control the industry 
worldwide. Plants in Canada are relatively small and 
do not benefit from economies of scale, lower 
production costs or any other inherent advantages. 
With the increasing movement of the more labour- 
intensive production to low-cost, offshore 
manufacturing facilities, the Canadian industry is 
becoming more and more oriented to packaging 
and distribution. 

Overall, the phasing out of tariffs under the FTA 
is likely to make a further contribution to the global 
trends discussed above which have been negatively 
affecting the Canadian toys and games industry. 


For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods 
Branch 

Industry, Science and Technology Canada 

Attention: Toys and Games 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-3104 
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SIC(s) COVERED: 3932* 


1973 1982 1983 1984 1985 1986 
Establishments 63 76 74 96 98 98 
Employment 4 408 3 DAN 3 000 3 878 3 900 S25 
Shipments ($ millions) 98 ZS 240 330 340 350 


1973 1982 1983 1984 1985 1986 
Exports ($ millions) 17 31 28.4 84.6 56.3 56.0 
Domestic shipments ($ millions) isto). 6} 184 PAGS 245.4 283.7 294.0 
Imports ($ millions) 60.3 287 293.8 SSIS 325.0 372.0 
Canadian market ($ millions) 145.6 501 505.4 Ose 2 608.7 666.0 
Exports — % of shipments 14.0 14.4 11.8 25.6 16.5 16.0 
Imports — % of domestic market 41.4 WES Som OH, bor BIOS) 
Source of imports WES E.G: Asia Others 
(% of total value) 
1981 Sou WD 49.7 44 
1982 35.4 10.4 Biles 2.9 
1983 43.0 10.7 44.0 DS 
1984 34.3 6.0 50.7 9.0 
1985 DAS Si 519 63.0 5.8 
1986 28.3 6.5 60.3 49 
Destination of exports U.S Ese: Asia Others 
(% of total value) 
1981 S/S 25.8 1.0 16.2 
1982 S}O) || 18.8 ZAG 24.1 
1983 OLS 14.4 4.0 14.3 
1984 92.9 3.8 2.6 0.7 
1985 90.7 48 0.5 4.0 
1986 86.0 D5 0.8 Shy 


Atlantic Quebec Ontario Prairies B.C. 
Establishments — % of total 4.1 30.2 Site 8.3 6.3 
Employment — % of total 0.2 DE) If 68.7 0.4 1.0 
Shioments — % of total 0.1 24.9 JARG 1.0 2.4 


Name Ownership Location of Major Plants 
Irwin Toy Ltd. Canadian Toronto 
Kenner Parker Tonka American Toronto 
Canada Inc. 
Hasbro Canada Inc. American Montréal 
Charan Toy Co. Inc. Canadian Montréal 


* Based on 1980 SIC 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/6111/7646125 
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